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INDEPENDENT ACCOUNTANT'S REPORT 
 

 
TO:  THE OFFICIALS OF THE INDIANA STATE ARMORY BOARD 
 
 We have examined the Schedule of Receipts, Disbursements and Cash and Investment Ba-
lances of the Indiana State Armory Board for the period of July 1, 2001, to June 30, 2003.  The Indiana 
State Armory Board’s management is responsible for the schedule.  Our responsibility is to express an 
opinion based on our examination. 
 
 Our examination was conducted in accordance with attestation standards established by the 
American Institute of Certified Public Accountants and, accordingly, included examining, on a test basis, 
evidence supporting the Schedule of Receipts, Disbursements and Cash and Investment Balances and 
performing such other procedures as we considered necessary in the circumstances.  We believe that our 
examination provides a reasonable basis for our opinion. 
 
 In our opinion, the schedule referred to above presents fairly, in all material respects, the cash 
transactions of the Indiana State Armory Board for the years ended June 30, 2002 and 2003, based on 
the criteria set forth in the uniform compliance guidelines established by the Indiana State Board of Ac-
counts. 
 

STATE BOARD OF ACCOUNTS 
 
June 10, 2004 



2002 2003

Cash and Investments, July 1 7,857,641$       7,421,962$       

Operating Receipts:
Federal Reimbursements 6,245,548         5,854,772         
Interest Income 332,622            194,304            
Rental Income 414,654            474,911            
Sales 84,959              94,914              
Miscellaneous Reimbursements 238,623            172,568            

Total Receipts 7,316,406         6,791,469         

Operating Disbursements:
Services by Contract 4,926,826         3,920,788         
Materials, Parts and Supplies 303,257            342,001            
Equipment 195,260            218,769            
Land, Buildings and Improvements 297,234            223,366            
Other 35,920              41,716              

Total Operating Disbursements 5,758,497         4,746,640         

Transfers to Primary Government 1,993,588         2,553,155         

Total Disbursements 7,752,085         7,299,795         

Total Receipts Over (Under) Disbursements (435,679)           (508,326)           

Cash and Investments, June 30 7,421,962$       6,913,636$       

INDIANA STATE ARMORY BOARD
SCHEDULE OF RECEIPTS, DISBURSEMENTS, AND CASH AND INVESTMENT BALANCES

For The Years Ended June 30, 2002 and 2003

The accompanying notes are an integral part of the financial schedule.

tgrimes
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INDIANA STATE ARMORY BOARD 
NOTES TO SCHEDULE 

 
 
Note 1. Introduction 
 

The Indiana State Armory Board was established under the laws of the State of Indiana (IC 
10-16-3) to provide, manage and care for armories for the use of the military and naval forces of 
Indiana.  Revenues are received from federal reimbursements, state appropriations, rental of 
properties, interest on investments and other miscellaneous sources. 

 
 
Note 2. Restatement 
 

The beginning balance of cash and investments reported for the Indiana State Armory Board as 
of July 1, 2001, has been restated to include the beginning balances of cash and investments 
held at each of the seventy (70) local armory boards throughout the state, as follows: 
 

 
In addition, the results of operations of each of the local armory boards has been included in the 
amounts reported as receipts and disbursements for the years ended June 30, 2002 and 2003. 

 
Note 3. Fund Accounting and Basis of Accounting 
 

The Indiana State Armory Board uses the cash basis of accounting to report on its cash and in-
vestments and the results of its operations. 
 
The accompanying schedule is prepared on the basis of cash receipts and cash disbursements.  
Operating receipts and disbursements are cash inflows and outflows related to the daily oper-
ations of the Indiana State Armory Board.  The cash basis of accounting differs from accounting 
principles generally accepted in the United States in that receipts are recognized when received 
in cash rather than when earned, and disbursements are recognized when paid rather than 
when a liability is incurred.  Investment transactions are not presented on the schedule. 

 
 

Note 4. Deposits and Investments 
 

Deposits, made in accordance with IC 5-13, with financial institutions in the State of Indiana at 
year end were entirely insured by the Federal Depository Insurance Corporation or by the 
Indiana Public Deposit Insurance Fund.  This includes any deposit accounts issued or offered by 
a qualifying financial institution. 

Indiana State Armory Board 7,526,425$  
Local Armory Boards 331,216       

     Total Cash and Investments 7,857,641$  

Cash and Investments - July 1, 2001
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INDIANA STATE ARMORY BOARD 
EXAMINATION RESULTS AND COMMENTS 

April 30, 2004 
 
 

EMPLOYEE WAGES TREATED AS CONTRACTOR PAYMENTS 
 

The Local Armory Boards pay fees to personnel who provide custodian and/or security services 
(custodian fees) for armory rental functions that occur outside of the normal operational hours of the 
armories.  Many of the personnel being paid custodian fees are Indiana state employees and are actively 
receiving wages on the State's payroll.   

 
The Indiana State Armory Board treats the payments of custodian fees as payments to inde-

pendent contractors not subject to employment taxes and reports the payments on Federal Form 1099-
MISC for payments of $600 or more per person each year.  Fees paid for these services totaled approxi-
mately $160,000 to 140 individuals during calendar 2002 and $170,000 to 190 individuals during calendar 
2003. 

 
The Indiana State Armory Board should treat custodian fees paid to Indiana state employees as 

wages subject to employment taxes and other wage-dependent benefits.  Only payments of custodian 
fees to non-employees should be reported on Federal Form 1099-MISC. 

 
"Wages subject to Federal employment taxes include all pay that you give to an employee for 

services performed."  (Internal Revenue Service Publication 15) 
 
Each agency, department, institution or office is responsible for compliance with applicable 

statutes, regulations, contract provisions, state policies and federal requirements.  (Accounting and Uni-
form Compliance Guidelines Manual for State Agencies, Chapter 1) 
 
 
EXCESSIVE FUNDS RETAINED 

 
We calculated that the required balance of funds needed for a two month period of operations to 

average less than $90,000.  The amount accumulated by the Local Armory Boards is in excess of 
$300,000.   

 
Allowing the Local Armory Boards to maintain balances at the local level in excess of their needs 

contributes to a smaller return on investment and an increased opportunity for misappropriation, fraud 
and theft.  

 
 Per IC 10-16-4-7(c), when funds are not needed for the operation, repair and maintenance of the 
armory, the state armory board may order the funds turned over to the state armory board.  The trans-
ferred funds may be used for the benefit of other armories of the state or of the national guard of the state 
or expended as a whole. 
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INDIANA STATE ARMORY BOARD 
EXIT CONFERENCE 

 
 

 The contents of this report were discussed on October 13, 2004, with Major General R. Martin 
Umbarger; and retired Colonial David Shorter.  The official response has been made a part of this report 
and may be found on Pages 8 through 15. 
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